FAIR TRADE WITH CHINA ACT OF 2005
(FTCA)

SUMMARY

The Problem.—The United States has no-trade policy with China and
needs one. Itis widely agreed that the U.S. trade relationship with China is, or
is becoming, our most important bilateral trade relationship. Yet, the Bush
Administration continues to do nothing — even though 2.8 million.

U.S. manufacturing jobs have been lost since 2001, U.8. exporters dré being

denied market opportunities to which Chifia agreed wher it joiried the World

Trade Organization in 2001, the U.S. trade deficit with China is spiraling
-upward, and China has become the most aggressive purchaser of U.S. foreign
_ debt, ameng other problems,

Over the last four years; the U.S. trade deficit with China has grown
massively — reaching $162 billion in 2004 — an increase of more than
30 percent over 2003. That means, in effect, 5 out of 6 ships that:dock in the
United States from China return empty. At the same time, 5 out of 10 of the
fastest growing U.S. exports to China from 2001 to 2003, were waste products.

To.pay for the record trade deficit, the U.S. has to borrow massive
-amounts of money from foreign governments. The United States accumulated
meore debt to foreigners during the past four years of the Bush Administration
than in the first 220 years of the country’s history. Every hour sifice 2001, the
- United States has accumulated $26.2 million in foreign debt. At the erid of

2004, total foreign debt equaled $921 billion — close to 20 percent of
U.S. annual output. More-tk f thi '
under the Bush Administrati

g has beén a major factor i in this trend. From 2001 to 2004, China
t§ share of LS forelgn debt. In this same period, China’s heldings in
d 250 percent, from $61.5 billion to $165.1 billion,

ce 2000, China has been increasing its ownership of
y-other country.

second enly to Japan.
U.8. IOU’s faster th 3

In the face of these mounting prablems, the Bush Administration has left
largely unused the tools given to it by Congress to deal with China.
A ordmgly, the legislative proposal below updates and sharperis those tools
and directs the Bush Administration t6 use them on behalf of American
workers, farmers and businesses.




The Proposal.—The FTCA will address it an effective, yet WTO-

- consistent manner the four most urgent problems in the U.3:-China trade
relationship: {1} Chinese subsidies to manufactured and agricultural exports;
(2) Chinest pulation; (3) export surges caused by China’s non-
‘market economy and the Bush Administration’s refusal to apply the China-
specific safeguard provision of U.S. law, and nonpayment. of import duties on
Chinese exports; and (4) market access barriers to U.S. exports to China and
‘poor enforcement of U.S. intellectual property rights in China.

DESCRIPTION OF PROPOSAL

Th’ Fazr Trade wlth Chma Act of 2005 (FTCA). has four parts Together

to'what: is-or is rapidly b’ec:é;_m_n U‘mted ﬁStatc.s_.* most :tmportantblla

trade relationship.

: and farmem to challe e Ciun_g:se

investigate and report to the Congress on the scopf: of .all sub51d1és provided by
the Chinese: .government to its manufacturing and agricultural sectors.

Part 2 — End Cutrency Manipulation.—The second part of the bill -
“would change U.S. law to make currency manipulation an un;ustlﬁabte act,
policy or practice under U.S. trade law and then direct USTR to file 4 case in
the WTO to address China’s currency thanipulation practices. This'part of the
bill also wauld clatify the definition of currency ‘manipulation used by the
Department of Treasury when determining and reporting to Congress on
whether U.S. trading partners are engaging in currency manipulation.
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 .Detailed description. The specific proposal is to (1) amend section 301

-of the Tradeé Act of 1974, (the statute administered by USTR to pry open foreign
markets for U.S. exports of goods and servmes) to define “currency
- manipulation” itV _ ction 301(a), and

2) direct USTR .toropen an mves jon regardir ina’s currency practices

: ' he FTi sless USTR certifies to

urrency. Section 301{a)
STR act following a suiccessfil.

The proposal also would amend the Exchange Rates and International
Economic Policy Coordination Act of 1988 to define currency manipulation as
“protracted large-secale intervention by an -authority to undervalue its currency
in the exchange market,” and to remove the requirement that the United States
«can only take action againsta country that manipulates its currency if the
offending country is running a material global trade surplus in addition to a
bilateral surplus.

Part 3 — Fix China safeguard statute and other import relief
remedies to mtect U.S. manufacturers and farmers : :
unfair imports from China’s non-market economy.—Part 3 would narrow
the discretion of the USTR and the President to deny relief to-a U.S. industry,
after the U.S. International Trade Commission (USITC) makes a finding of
injury and a recommendation of relief. To date under this statute — enacted
as part of the Levin-Bereuter amendment to Chitia PNTR in 2000 — the USITC
has recommended relief in three cases and the President has denied relief ifi
fige. In explalmng it§ decisions, the Bush Administration has
inadverténtly made clearthat it has abuséd the discretion provided by statute

by relying on factérs not included in. the statute.

Part 3 would also remedy a longstanding problem related to the
ccollection of U.S, antidumping and countervailing duties on Chinese exports.
‘Under current law new importers of goods from China and other countries are
permitted to post ___ionds rather than .cash deposﬂ:s to cover the antidumping
and countervailing duties owed ‘while the Department of Commerce ¢alculates
the appropriate:duty rate for those importers. In many cases, however, the
new importers declare bankruptey or disappear before Commerce can calculate
the final duty. As a result, nearly $260 million in duties went uncollected in
FY2004, including $224 million related to Chinese imports (i.e., almost 90
percent of the unpaid duties related to imperts from one country, China).




based on the facts found by the USITC and not on new mfennat:on (on Wh1ch
petitioners have no chance to cominent); (2) créate a- presumption in favor of
granting relief when the USITC 50 recommends; (3) eliminate as a factor to
deny relief one factor that is virtually always present in such cases and which
USTR has repeatedly used to deny relief ~ namely, that imports from countries
other than China would te some extent fill any vacuum left by a diminishment
‘of China’s imports resulting from the safeguard action, and (4) disallow use by
USTR.of a partxcular ecoriometric model known as COMPAS to deny relief when
the USITC has made an affirmative recomiendation.

Part 3 would also ensure that Chinese exporters and importers-of
‘Chinese produiets pay the duties 6wed to the U.S. Government for goods found
to be unfairly traded. In particular, this part of the bill would prohibit
Customs from allowing new shippers to post bonds, rather than cash deposits;
antidumping or countervailing duty orders.

as é’xport‘s of 'servi‘c'es“ a_nd
: art 4 would further require USTR to
_ iers and practices that diminish U.8. exports to China,
and to: take.‘.actzon toredress them 0 days of its review (i.e., no later

than 180 days afterthe legislation: '

Detailed description. “Super 301" is a key tool of U.S. trade law that was
first signed into law by President Reagan in 1988. The Super 301 provision
has been used by past Republican and Democratic administrations to help
open closed foreign markets to American-made goods.and sefvices, Super 301
would requzre USTR to prioritize foreign market barriers to American products
and services and take action {through WTO in most cases) if the problem
cannot be resolved in 90 days.




This: section of the bill would provide for the Office of the U.S. Trade
Representative to take the following steps:

&

History of provision. An earlier version of this

Review within 30 days the practices identified i the I@atioﬁai';f
Trade Estimates (NTE) Report, issued by USTR ¢4
March 31. Review must be completed by April:30 of

The NTE is a compilation of trade barriers 1g American
exporters of goods and services. Except thatfor the first year after
the legislation is enacted, that the revie - respect to Chinese
practices be conducted within 90 days of the effective date of the
FTCA.

At comipletion of review, identify “priority foreign countrs
practices” that block American exports of goods and érvices.
“Priotity forelgn country practices” are defined as those whose
ehmmatmn is:most likely to have the most significant potential to
increase U.S. exports, either directly or through the establishment
of a beneficial precedent.

Submit a report to the Ways and Means and Finance
Committees on those practices within the 30 days (Aprzl 30).
Th_ may 1nclude potentlal future pnonty practtces and may

the forei n_count_ %) seek a satlsfactdry resolutmn of that

practice.

Initiate an investi

-within 90 days of the éubmﬁsmn of the reportto W&M and

Finance {i.e;, by July 31), unless USTR determines that there has
been a satisfactory resolution of the matter during the 90-day
period.

provision was enacted as.

part of the Omnibus Trade and Competitiveness Act of 1988. It expired in
1990. The version contained in this legislation was issued as.an Executive
Order by President Clinton three times, in 1994, 1995.and 1999. The last
Clinton Executive Order expired in April 2001; at that time, Super 301 was
allowed to lapse by the Bush Administration.
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